HE ch ena OF CHICAGO 


| oe Keound, Malt 


19° 


ait Gp the te 


Wage Recommendation 
| Be Accepted? 


An NBC Radio Discussion by 
ROBERT NATHAN, JULES BACKMAN 
HENRY HAZLITT, STANLEY RUTTENBERG 
and MALCOLM SHARP 


Including 


REPORT TO THE PRESIDENT ON 
THE LABOR DISPUTE IN THE 
BASIC STEEL INDUSTRY 
By THE STEEL INDUSTRY BOARD 


" UMBER 599 * SEPTEMBER 11, 1949 x. 10 cents 
1 early subscription $3.00 


~~ 


Around the Round Table .. . 


CONTENTS 


ROBERT NATHAN, consulting economist; CIO representative 
before the Steel Fact-finding Board . mee : 


JULES BACKMAN, professor of economics, New York University; 
representative of the steel companies before the Steel Fact-finding 


Board 4 


HENRY HAZLITT, economic analyst; contributing editor, News= 
week magazine Fateh ; ; aa 
STANLEY RUTTENBERG, director of research, CIO : 
MALCOLM P. SHARP, professor of law, Law School, University 
of Chicago ts Sat a i 
Report fo the President on the Labor Dispute in the Basic 
Steel Industry Sp a 


By the Sree Inpusrry Boarp | cme Poe: agi em ike aan 13 


810TH BROADCAST IN COOPERATION WITH 
THE NATIONAL BROADCASTING COMPANY — 


The Roun Taste, oldest educational program continuously on the air, is broadcast entire= 
ly without script, although participants meet in advance, prepare a topical outline, and ex- 
change data and views. The opinion of each speaker is his own and in no way involves the 
responsibility of either the University of Chicago or the National Broadcasting Company. 
The supplementary information in this pamphlet has been developed by staff research and 
is not to be considered as. representing the opinions of the, Rounp TaBLe speakers. = 

The University of Chicago Rounp Taste. Published weekly. 10 cents a copy; full-year 
subscription, 52 issues, three dollars. Published by the University of Chicago, Chicago 37, 
Ulinois. Entered as second-class matter January 3, 1939, at the post office at Chicago, Mini 

under the Act of March 3, 1879. eee : 


COPYRIGHT, THE UNIVERSITY OF cHIcAco, 1949 ry i 


Should the Steel Wage 


Recommendation Be Accepted? 
* 


Mr. Suarp: Yesterday President Truman’s Steel Fact-finding Board 

recommended that Philip Murray and the Steelworkers’ Union withdraw _ 
their demand for a general pay raise of 123 cents an hour. The Board held 
that such a wage raise would be a signal for a fourth round of wage 
increases, which might cause price-level dislocations with bad effects on 
our general economy and on the steel industry itself. 

Should the steelworkers accept this denial of a pay raise, or strike? 
The Steel Fact-finding Board recommended that the steel companies pay 
an additional eight cents an hour for social insurance and pension plans 

for workers. Should the steel companies accept this recommendation for 

life, sickness, and accident insurance and pensions for workers? Are the 
pensions really a wage raise? Do we need higher wages to prevent a 
slump? 

We shall hear first a brief statement from Robert Nathan, consulting 
economist, and from Jules Backman, economist of New York University, 

who were the opposing economists before the Steel Fact-finding Board. 
To present Robert Nathan, we take you now to Washington. 


Mr. Naruan: Whether or not thé President’s Fact-finding Board’s 
report and recommendation should be accepted is one question. Whether 

‘or not the steelworkers should get a wage increase really is another 
“question. 

Personally, I am still somewhat uncertain in my own mind about 
| whether or not the Board’s recommendations should be accepted. Un- 
doubtedly the union has many qualms about accepting because of the 
fact that no current additional income comes to the employees. They get 
added benefits equal to ten cents an hour in pensions and social insurance. 
To the extent that some of the companies are already providing these 
benefits, their increased costs will be slightly less. The Board estimates 
that they will be about eight cents an hour. 

To the unions I think that introducing the pension system generally in 
| the industry and providing more fully against hazards comes as quite a 
| definite advantage. To the companies, of course, the pension program 
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means an increase in costs. The real issue, it seems to me, is how this 
report is going to affect the country, and that is a sort of political issue 
as well as an economic issue. — 

On the political front it seems that the Board’s report walked between 
the dangers and the advantages on one side and the other. The Board has 
done what looks like a pretty smooth and effective political job of giving 
the unions some fair part of what they want in pensions and insurance 
but not in wages. On the other hand, it turned down the steel companies’ 
claim that they do not have the ability to pay more—at least that it should 
not be considered—and also that they do not want a noncontributory 
system. The companies have said that they want a contributory system if 
any insurance or pensions are going to be introduced. So it seems, from a 
political angle, that the Board has done a rather clever job of maneuver- 
ing between the two claims. 

From the economic point of view, I find that the report of the Board 
lacks a great deal and in many ways is very, very unsatisfactory. There 
are many internal inconsistencies in the report. For instance, it seemed to 
me that the most-serious inconsistency of all is the fact that the Board has 
largely ignored the cyclical implications of this whole wage issue and 
income issue. Fundamentally, the increases in pension and insurance 
are not too different from wages. Those increases are cost to the employ- 
ers, and they are benefits to the employees. But I think that the Board has 
largely ignored the economic implications in terms of the business cycle. 
That is where I think that they have failed to do a service to the country 
and, in some degree, have run away from the issues. ' 

The company case presentation before the Board—and undoubtedly 
Backman will refer to this—emphasized rather strongly that the share, 
which labor received and the profits which the companies received in the 
last year or two were not different, substantially, from the shares which’ 
each relatively received in other boom times. I agree with that. The facts: 
show that there is not much difference in the distribution of the income 
in the steel industry between the workers and the management, or the 
shareholders, in recent quarters or in recent years as compared with 
other boom times. 

The question we raised, fundamentally, at the hearing—and which the 
Board did not really answer in any significant way—is the fact that what 
has happened after previous boom times have been depressions. We feel 
very strongly that what this country needs, and what we should strive for 
and fight for, is sustained, stable, full prosperity, where business can 
continue to make profits year after year, where workers can have job 
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security, where they can have high wages and good income, and where 
this country can continue prosperous rather than going through booms 
and busts. 

The Board, in its report, says: “When years of similar operation rates 
are compared [that is, previous high periods or boom periods], there is no 
substantiation of the union’s claim that labor has been receiving a con- 
tinually smaller share, or that ownership equity has been receiving an 
increasingly larger share of the industry’s sales dollar.” That was not 
contended by the union. It was contended by the union that there has 
been a substantial increase in profit share over the recent years as the 
nation has moved upward in the economic scale, and we think that that 
is bad. We think that that is one of the elements which tends to bring on 
the breaks. rd 

The Board also wobbled around on profits and ability to pay. They 
said, at one point, that “with increased efficiency and lowered cost result- 
ing from the plant modernization program, and with no decrease in 
demand for steel, there should be continued and higher profits.” That 
means that even without increase in demand they felt that there probably 
would be continued and higher profits. Then the Board goes on to say 
that “if these profits do not result in benefit to the consumer in the form 
of lower prices, there would be justification for the union to renew its 
demand for increase of wage rates in order better to participate in the 
industry’s prosperity.” That, essentially, is our argument, except that the 
Board seems to think that we should wait a little longer and see if the 
companies are going to reduce their prices and better participate with the 
union in the industry’s prosperity. We think that they are just putting off 
a rather complicated issue. I think that they have run away from a very 
important problem. 

The fact that the Board does regard profits as quite adequate, maybe 
excessive, is shown where social insurance and pensions are discussed. 
The report says: “The substantial profits of the steel industry.in the past 
few years, and the current reversal of the downward trend in production, 
satisfy the Board that the net cost of insurance and pension plans herein 
recommended can be absorbed without unduly narrowing the profit 
margins of the industry or its ability to hold, or even to lower prices.” 

So, in a sense the Board agrees, economically, with our contention that 
profits have been excessive. The steel companies can afford to raise their 
labor costs—I will not call it wages, but labor cost—and still make darned 
good profits; and lower prices. The Board holds that, but it does not 
quite face it directly and tends to run away from it. 
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The Board also argues somewhat about the matter of patterns, feeling | 
that what happens to steel will happen in other industries. But then it goes | 
on to say that perhaps there are justifications for wage increases in other | 
industries; that it is only studying steel. This, it seems to me, again, is | 


inconsistent. 


On the whole, I think that the Board has done a good political job 
which may restore or help maintain labor peace in this country. But it” 
seems to me that it has not made a very major or significant contribution 
to our understanding of the economic implications of this wage issue. | 


I still think that, for the buying power of the people, for the good of the 


country, for the well-being of the workers and of industry, a wage in- ' 


crease, or a total package of more than eight to ten cents, should have _ 
been granted by the Board. It has not seen fit to do other than what it | 
did, and on the whole I believe that maybe it has provided a basis for 


restoring peace. 


Mr. Suarp: We shall hear briefly from the opposing economist in this 
steel pay-raise dispute, Mr. Jules Backman. 


Mr. Backman: The Steel Fact-finding Board has properly rejected the 
demand for a general wage increase. The basic facts may be summarized 
as follows: . 


First, since 1939, hourly earnings have risen by 94 per cent; weekly 


earnings by 116 per cent; and the consumer’s price index by 71 per cent. 
In terms of what wages will buy, real hourly earnings increased by 
14 per cent and real weekly earnings increased by 27 per cent. Since the 


last wage increase was granted a year ago, there has been a 3 per cent de- | 


crease in living costs. 

Second, steelworkers earn approximately eight dollars a week above 
the cost of the budget compiled by the Bureau of Labor Statistics and 
described by that agency as a measure of “a modest but adequate” stand- 
ard of living. 

Third, out of one hundred and fifty-seven industries reported by the 
government, steelworkers are in fourteenth position in hourly and 
weekly earnings. Their earnings are twenty-seven cents an hour and 
eleven dollars and eighty-nine cents a week above the average for all 
manufacturing industries. Since 1939 both hourly earnings and weekly 
earnings for steelworkers have increased more than for workers in all 
other manufacturing industries. 


Fourth, during the past decade, output per man-hour in the steel 
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industry has risen only about 15 per cent as compared with the 94 per 
cent rise in hourly earnings. 

‘Fifth, it is true that steel profits were close to a record level in the first 
quarter of 1949. In the second quarter, however, profits declined 25 per 
cent below that level, even though operations declined only 7 per cent. 
Third-quarter operations will probably average at least 10 per cent 
lower than in the second quarter. This means that profits have declined 
further. First-quarter profits reflected operations at 100 per cent of capac- 
ity. At no time in its history has the steel industry sustained this rate of 
operations for an entire year. In fact, during the past quarter of a century, 
the monthly rate has been 100 per cent or more only ten times. Yet the 
steelworkers insist that the level of earnings in such an unusual period 
should become the basis for new wage increases. This position is also 
strange in light of Mr. Nathan’s statement before the Board that the 
85 per cent average rate of operation during the past decade represented 
an unusual and phenomenal success in terms of operations, and Mr. 
Nathan’s estimate that at 80 per cent of capacity profits would be only a 
little more than half as large as at 100 per cent of capacity under condi- 
tions of constant cost. 

Sixth, since the last wage increase was granted, there has been a 
significant change in the economic environment, with the moderate 
recession of the summer of 1949 replacing the expansion taking place 
when the last wage increase was granted. 

It is because of the foregoing facts that I believe that the Board acted 
properly in rejecting a new wage increase at this time. But the argument 
against a wage increase goes even further. It is concerned with the con- 
sequences that would follow any new wage increase. 

Mr. Nathan’s program to cure the present recession is neither new, 
novel, nor untried. It is simply a 1949 model of the program which was 
followed and which failed during the 1930’s. The economic record of 
that decade is one of mass unemployment. We did not fully employ the 
1929 labor force during the 1930’s, to say nothing of providing productive 
jobs for the six million additional persons seeking jobs. 

We have ample purchasing power currently, and we also have a huge 
accumulation of wartime and postwar savings. We do not need more 
purchasing power. We do need the proper economic environment to 
stimulate investment in new plants, which in turn forms the basis for job 
expansion and job creation. 

_ A new round of wage increases -would mean higher costs for many 
products. It would be difficult, if not impossible, to convert new cost 
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increases into higher prices for many products. Higher wage costs would. 
act, however, to prevent the downward-price adjustments which slowly 
but surely are taking place throughout the economy. Narrower profit 
margins mean that industry necessarily would become more reluctant 
to expand plants. This means fewer jobs. 

A new round of wage increases would also mean a substantial loss in 
tax revenues to the government. Precise estimates of the tax impact are 
difficult to make because of the many cross-currents at work. However, 
corporations pay a tax of about 38 per cent on profits. Workers generally 
pay 18 per cent, or less. Every dollar of increase of wages, therefore, will 
cost the federal government about twenty cents. A new round of wage 
increases now means larger government deficits. There will also be a 
decline in tax receipts paid upon dividends which are received by indi- 
viduals and further losses to the state and local governments. 

Mr. Nathan and the CIO have no monopoly on the desire to see high- 
level employment and rising living standards for the American people. 
Presumably they are sincere in their belief that this goal can be attained 
by the program of wage increases they recommend. But sincerity is not 
enough. I believe that they have offered the wrong prescription for the 
goal of high-level employment. One of the most effective barriers to the 
attainment of that goal is the program they have recommended. A gen- 
eral wage increase now will mean fewer jobs, not more jobs. If I may 
quote the conclusion of the Steel Fact-finding Board on the question of 
steel wages: “While there may be conditions in particular industries 
which require correction through wage rate adjustments, in general it 
seems desirable at this time to stabilize the level of wage rates. In the 
steel industry we have not found such conditions or inequities, and for’ 
all the reasons stated do not believe that there should be a wage rate 
adjustment now. General stability is desirable now in order that con- 
sumers and dealers may have confidence in the price structure and 
resume less restricted buying habits.” I agree with that completely. ° 


Mr. Suarp: Ruttenberg, you are economist for the CIO. You doubtless 
disagree with a good many of Mr. Backman’s conclusions, but can we 
accept his figures generally? | 


Mr. Rutrenserc: Well, I think that, generally speaking, we can accept 
the fact that the steel industry is a high-paid industry; that on the average 
it rates pretty much on top of most of the other industries. . | 


Mr. Suarp: And we are not going to argue about dollars and cents of 
profit because we will get into “12 per cent in 1948,” “4 per cent, 1939,” 
H 
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and so on. We will get into all sorts of difficulties if we try to dispute the 
statistics, will we not? 

Mr. Rurrenserc: We could argue profits from now until doomsday, 
but I think that, basically, the position of profits in the steel industry is 
relatively high. To talk specific figures would be difficult, but the indus- 
try can afford to pay wage increases. 

Mr. Suarp: But “high” is a very tricky word, and perhaps we will 
come back to that as we talk about some of the fundamental questions of 
principle—the purchasing-power theory, pensions, and what this all 
means to the industry in its relation to the government. 

Hazlitt, you are a financial editor and economist. You object to this 
whole Board proceeding, do you not? 


Mr. Hazuitr: My feeling is that a fact-finding report of this type is a 
very dangerous precedent. The Taft-Hartley Act specifically says that the 
fact-finding boards which are appointed are not to make recommenda- 
tions. Nevertheless, the President appointed this board and specifically 
required that it should make recommendations. These recommendations 
are in fact a form of compulsory wage-fixing, of compulsory arbitration, 
which in turn is a form of compulsory wage-fixing, because they are in- 
tended to put pressure on both sides to come to an agreement on the basis 
of what the government has stated. And the Board recognizes this. 

In its own decision the Board says, “There is a probability that a wage- 
rate increase in steel would be urged as a pattern to be followed in other 
industries.” In other words, what the Board is saying is that it is not only 
setting the steel-wage pattern but that it is also setting the pattern for 
the entire country. I think that this is a very dangerous thing to get into. 
It is a form of government wage-fixing, which in turn would require a 
form of government price-fixing and a form of regimentation. 


Mr. Rurrenserc: Hazlitt, I totally disagree with you. I completely dis- 
agree with you. The President’s Fact-finding Board was appointed to 
avert a serious strike in the steel industry. It was purely a question of the 
refusal of the corporations to accept the positions and requests of the 
union. The unions refused to abide by the companies’ saying that there 
should be no wage increase now. There would have been a strike and a 
serious strike. So a board was appointed, and that board was appointed 
solely for that purpose. ? 

Mr. Suarp: What we are concerned with immediately is some of the 
issues which the Board has been disctssing. Suppose we get back to them 
for a moment, 


8 THE UNIVERSITY OF CHICAGO ROUND TABLE 


Mr. Hazurrr: May I just say one word about this? What Mr. Rutten- 
berg is saying is that the steel unions threatened to bring the entire 
industry of the country to a halt unless their demands were met. This 
was what the Fact-finding Board was all about. 


Mr. Suarp: Suppose we get back into some of the issues raised—the 
basic, long-range issues raised by the gentlemen from whom we have 
heard. The union says that the workers must have purchasing power to 
prevent a slump. That is behind this particular form of government 
intervention we have. There are long-time influences at work, doubtless, 
in relations of industry to government, which we shall want to get back 
to.’ But in the end there is an economic issue here, is there not? 


Mr. Rurrenzere: Yes, very definitely. I think that we must consider 
what has been the cause of the recent downturn in production and em- 
ployment in this country. Now we must also say that in the past month 
or so there have been increases in employment and production. Personal- 
ly, I do not think that that is a long-range trend. I think our trend is 
downward. It is downward because the people have insufficient income 
to buy the products which industry produces. That insufficient income 
in relation to the price structure is one of the basic causes of declining 
employment and production. 


Mr. Suarp: What do you say to that, Hazlitt? 


Mk. Hazurrr: Well, the President’s economic report and the report of 
the Council of Economic Advisers for the first half of this year specif- 
ically brought out the fact that there had been no reduction in consumer 
purchasing power in the first half of this year. As a matter of fact, there 
was a minute increase, because cost of living had gone down a couple 
of points, whereas the purchasing power had gone down one point. 
In other words, real purchasing power had actually increased. 


/ 


Mr. Rurrensere: It had increased over the similar period of 1948 but 
not increased over the end of 1948, Hazlitt. 


Mr. Hazurrr: But the purchasing power today is at a peak. 
Mr. RurrensEre: It is not at a peak. 
Mr. Hazurrr: It is at a peak if we take a half-year and compare it with 


1See Mr. Sharp’s “Aggression,” in Ethics for July, 1947 (supplement), with references 
on pages 38-39 to psychological and political aspects of collective bargaining in the steel 
industry. His discussion is a brief and less gloomy version of the point of view represented 
by George Orwell's recent well-known satire, Nineteen Eighty-four (New York: Harcourt, 
Brace & Co., 1949). 
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any other year in our history. Moreover, the increase in wage rates does 
not increase purchasing power—it reduces purchasing power... 
Mr. Suarp: That is the point! 


Mk. Hazuitr: .. . because it increases the cost of production. If the con- 
sumers are unable to meet the higher prices brought about by these in- 
creased costs of production, it means that the industry shrinks, that there 
is less sold and less produced. It means that there is more unemployment 
and that the workers have less. 


Mr. Rutrenserc: I wonder, Sharp, whether we really cannot analyze 
Hazlitt’s statement. He is, in effect, saying that a wage increase now 
would decrease consumer income—that it would decrease purchasing 
power because people would be laid off. But for what reason would 
people be laid off? 

Well, in his judgment, he said that people would be laid off because 
wage increases would cause higher prices. Higher prices would result in 
the inability of the people to buy these products, and consequently 
industries would have to cut production and employment, and therefore 
wage increases would result in a declining purchasing power. 

Mg. Hazurrr: He is accepting my thesis. 

‘Mr. Suarp: That is to say, prices would be higher than otherwise. 


Mr. Rurrenserc: Than they should be. I should like to add one further 
word. A wage increase, as it affects the price structure, has to be con- 
sidered very carefully, Hazlitt. It is a question of whether the price in- 
crease represents an economic necessity or a monopolistic desire on the 
part of corporations. 


Mr. Hazuitr: I agree with you. That is why I object to union-wide 
and nation-wide bargaining which is imposed by monopolistic union 
demands. 

Mr. Rurrenserc: What has that got to do with purchasing power? 
Are we talking about purchasing power, or are we talking about... ? 


Mr. Hazurrr: I am just agreeing with your point, Ruttenberg. You 
said only if it is monopolistically imposed, and I say that this is what 
the CIO wants to do. It wants to have a monopolistically imposed wage 
increase. I agree with you that that is bad. I agree with you that it in- 
creases cost of production. I am agreeing with you. 


Mk. Rurrensere: But increasing costs of production resulting from 


wage increase is precisely the factor which represents the point of view 
of the trade-union movement and which Mr. Nathan emphasized in his 
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opening remarks. Increased wages do result, obviously, in increased — 


costs; but the basic and crucial issue in this whole argument of purchas- 
ing power is whether or not such increased costs should be passed on to 
the consumer in the form of higher prices, or whether such increased 
costs should be absorbed by the corporations out of their profit margins. 


Mr. Hazurrr: Are you suggesting profit control, Ruttenberg? 


Mr. Rurrenserc: I am suggesting profit control through collective bar- 
gaining, which brings on higher wages and better living standards. 


Mr. Suarp: Well, wait a minute now. Is this like considering public 
utilities? Do you mean that we must decide now whether an industry 
which earns what they call 12 per cent profit in 1948 is earning too much, 
and on what rate base—on 1939 dollars or 1948 dollars? Are we going to 
have to do what we have done in light and power and railroads? 


Mr. Rutrenserc: I am not saying that the government has to, or ought 
to, get into the steel industry’s determination of what is a fair price or a 
fair profit or a fair wage. What I am saying is that if we are really to 
accept the concept of purchasing power, we must accept.... 

Mr. Suarp: Everybody will accept the concept of purchasing power in 
some sense or other. That is, Hazlitt will say that he wants some pur- 
chasing prices to go down and purchasing power to go up. 

Mr. Rurrenserc: Let me explain what I mean by the concept of pur- 
chasing power; and that is that a relatively greater share of our increas- 
ing national income must, of necessity, go to the wage- and salary-earners 
of America if we are to continue high levels of employment. 


Mr. Suarp: And the farmers. 
Mr. Rurrenserc:... and the farmers. 


Mr. Sarr: Everybody will agree to that. The question is how— 
whether we are going to do it by wage increases or price cuts or’ by 
dividing the receipts from income taxes, or how. / 


Mr. Hazurrr: If Mr. Ruttenberg were otherwise right, if he were right, © 


why should... ? 
Mr. Rurrensere: I thought that you said a little while ago I was right. 


Mr. Hazurrr: I say, if you were right on the contention you just made 
about purchasing power, that the workers must have more purchasing 
power—even on your own argument it would mean that the steel com- 
panies had less; and this would mean that they have less purchasing 
power in order to expand their capacity in order to give more jobs. 
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It does not work quite that way because if you get your wages too high 
and force up prices, or force down profits, then your marginal plants 
have to shut down, and you bring unemployment on. But even if you 
were right.... 


Mr. Rurrensere: I cannot let that statement go by unchallenged. 


Mr. Suarp: As innocent bystander, I would like to get in just a word. 
Each side here is assuming one thing that an innocent bystander has to 
be alarmed about. Each side is assuming that the other is a monopoly, 
and neither side is answering the other. The companies, just as they did 
in the hearings before the Board, said that unions are monopolies, but 
we do not expect to reduce prices. The unions said that the company is a 
monopoly, so we cannot expect them to reduce prices. It sounds to me as 
though they were both monopolies, and as though we had given up our 

traditional American attitude toward monopoly altogether in dealing 
with it. 

Mr. Rurrensere: I wonder if we can come back to talking about the 
report. Let me say, first, that the steel union will take a position on this 
report at its wage-policy committee meeting in Pittsburgh tomorrow, 
and I am speaking now only as an economist who happens to be working 
for CIO but as an independent individual in this case. Let me point out 
that this particular report specifically says something which raises a tre- 
mendously interesting question. Let me just quote from the report. 
Talking about the high profits of the steel industry, it says, “If these 
profits do not result in benefit to the consumer in the form of lower 
prices, there would be justification for the union to renew its demand 
for i increase of wage rates in order better to participate in the industry’s 
prosperity.” 


: 


Mr. Suarp: That is the most terrifying passage in the report. 
Mk. Hazurrr: I agree entirely. 


Mr. Suarp: It means that the union can be cut in on the monopoly if 
‘there is monopoly. That is all we can do about it. We do not think about 
breaking them up. 


| Mr. Rurrensere: They are accepting the fact that there is a monopoly 
in the steel industry and that there will not be price reductions. 


| Mr. Hazurrr: They are increasing, in effect, the steel wages by a gross 
jamount of about ten cents an hour, and an average estimated amount of 
eight cents an hour. They are increasing steel wages, and then they turn 
laround and they say.... 
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Mr. Suarp: That is the pension provision in the report—eight cents 
an hour. 


Mr. Hazurr: Yes. They say that they are increasing that burden on 
the companies’ pay rolls, and then they turn around and say that the com- 
panies not only should not raise prices on this; they should lower prices. 
And why should they lower prices? Because there will be more steel 
capacity. But where is the steel capacity going to come from unless they 
have profits which enable them to reinvest and unless they have an incen- 
tive to reinvest and put the money in? There must be a return on the in- 


creased investment. 


Mr. Rurrenserc: As an economist have you ever heard of the equity 
capital market and the long-term debt market? They can get money 
that way instead of through retained earnings in profits, can they not? 


Mr. Hazurrr: That was another thing which was misconceived in the 
report. Why should the Board argue that the stockholders should not 
furnish capital but that the companies should go out and borrow it from 
somebody else? That does not make any sense whatever. I am glad to 
agree with Mr. Nathan on the internal inconsistencies in the Board’s 
report. And one of the internal inconsistencies is the fact that it said that 
wages should be stabilized and costs should be stabilized, and then they 
turned around and advocated pensions, which would create instability. 


Mr. Suarp: Well, I do not like to be tiresome, but I do not want to’ 
forget this point about monopoly. Everybody on both sides has agreed | 
that there is to be no price reduction, no price competition. That seems 
to me one of the most startling things that comes out of the whole proce- 
dure. Lim 

We can have an industry with units the size of the Inland Steel Com- 
pany, for example with 3 or 4 per cent of the ingot capacity of the indus- 
try. We can have a highly competitive industry there, but nobody talks 
about that. 

We have considered the arguments for and against the recommenda- 
tions of the Steel Board. Neither need nor productivity nor profit nor 
purchasing power, says the Board, justifies a wage increase; but the long- 
time responsibility of the industry requires it to assume insurance and 
pension expenses. Are these findings consistent and sound? Have we 
given up wage and price competition in the industry? These are some of 
the fundamental questions that may well be remembered during current | 


~~ eoncern about a possible strike in the steel industrv. 


REPORT TO THE PRESIDENT ON THE LABOR DISPUTE 
IN THE BASIC STEEL INDUSTRY 


submitted by the 
STEEL INDUSTRY BOARD, SEPTEMBER 10, 1949 


composed of 


SAMUEL I. ROSENMAN, DAVID L. COLE, and 
CARROLL R. DAUGHERTY, Chairman 


TEXT OF PART |: FINDINGS AND RECOMMENDATIONS 
GENERAL SUMMARY 


THE following is a summary of the Board’s findings on the chief 
matters in issue between the parties, and a statement of the Board’s 
recommendations for a fair and equitable settlement of the dispute. 


A. THE ISSUES BETWEEN THE PARTIES 


The issues arise out of union demands based on reopening clauses 
executed in 1948, amending the 1947 collective-bargaining contracts 
between the companies in the basic steel industry and the union. 

The main issues are— 

1. Wage-rate increases—The union requests a general wage-rate in- 
crease of 12} cents per hour. This the companies refuse. 

2. Social insurance program—This is defined as insurance against 
death or total and permanent disability, benefit payments during tem- 
porary disability caused by sickness or accident occurring off the job, 
and hospital and surgical benefits. The union’s estimate of the cost of 
providing the benefits which it requests is 6.27 cents per hour on the 
basis of a 2,000-hour workyear. It requests that the companies pay the 
full cost. As to the request for this program, some of the companies 
reject it entirely and some have indicated a willingness to bargain with 
respect to it. 

3. Pensions —The union requests a program paid for entirely by the 
companies providing a uniform pension of $125 per month for each 
worker retiring voluntarily at age 65 or later, and also a pension of $150 
per month for a worker retired for permanent disability after 10 years 
of service, to be reduced to $125 per month at age 65. The union’s esti- 
mate of the cost of this program is 11.23 cents per hour per worker on a 
basis of a 2,000-hour workyear. This demand the companies reject on 
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the ground that the subject of pensions is not now bargainable under the 


reopening clauses. 


B. THE ISSUE OF WAGE-RATE INCREASES; ECONOMIC ANALYSIS 

Under this heading the Board has considered the economic arguments 
of both sides, not only as they relate to the steel industry but also as they 
relate to the economy as a whole. While these economic considerations 


have a more direct bearing on wage rates than on the other two issues — 


of social insurance and pensions, they serve also in part as the eco- 
nomic justification for the recommendations made hereafter on such 
other issues. 


1. Criteria for conclusions on raising wage rates or labor costs 

There are no mathematical formulae by which to settle the question 
of whether wage rates or labor costs should be increased at any particu- 
lar time in a particular industry or particular plant. The Board seeks to 
form its best judgment based upon two major inquiries: 

a. The first major inquiry —Is the present position of the steelworkers 
inequitable in earnings as compared with those of other groups in the 
economy? This involves the following three subsidiary considerations: 

(1) Are the steelworkers in an inequitable position as compared with 
other industrial workers? 

(2) Are they suffering any inequity as compared with certain other 
groups whose economic welfare depends substantially upon the steel 
industry, namely, the corporations themselves, their stockholders, and 
the consumers of steel? 

(3) Are they suffering any inequity as compared with all other 
income-receiving groups in the general economy outside the steel in- 
dustry? — 

The subsidiary criterion listed above as (2) includes a consideration 
of employers’ “ability to pay” increased wage rates; and among the im- 
portant factors to be considered in such determination are: 

(a) The increased productivity (output per man-hour) of the in- 
dustry; 

(2) The level of profits earned over a period of years and currently; 

(c) The percentage of plant capacity that must be utilized in order 
to “break even”; 

(d) The probable movement of raw materials, prices, and other costs. 


b. The second major inquiry——What would be the probable effects of 


granting the union’s demands on the general level of economic activity 
in the country as a whole? 
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The argument advanced by the companies that, on a reopening dis- 
pute such as this, the only criterion to be considered is the change that 
has occurred since the contract was originally made, is not tenable here. 
The parties themselves did not ascribe this meaning to the reopening 
provision, as was evidenced by the facts and arguments they presented; 
they treated the merits of the dispute as though it was the negotiation 
of a new wage rate. Furthermore, the argument cannot apply to items 
like social insurance and pensions where neither was originally included 
in the contract. 


2. Findings and conclusions relative to the above criteria 


a. Steelworkers in relation to workers in other industries.— 

(1) The steelworkers’ present average hourly earnings of about $1.65 
compare favorably with all other manufacturing workers. Their average 
hourly earnings have risen more in cents per hour since 1939 and 1941 
than those of manufacturing workers as a whole, and more than those 
of the durable-goods workers; in very few industries, manufacturing or 
non-manufacturing, have hourly earnings risen more in cents. 

(2) On balance the steelworkers are not suffering from a wage-rate 
/inequity in terms of their relations to the workers of other industries. 


b. Steelworkers in relation to other groups whose economic welfare 
depends on the steel industry—Of such groups those to be compared 
' with the steelworkers are the corporations themselves, the stockholders, 
and consumers of steel. 

| This involves the subject of ability to pay increased wage rates as re- 
lated to profits, dividends, and prices. Taking up the factors to be con- 
sidered, as listed above, and other relevant considerations, the Board 
finds: 

| (1) Productivity: The union has not satisfied the Board that steel- 
|workers do not share equitably in the increased productivity of the 
industry. 

| (a) It has not succeeded in proving its contention that productivity 
has risen by 49.5 per cent since 1939. 

(4) It is the belief of the Board that, as hereinafter explained, wage 
rates in a particular industry should not be tied directly to productivity 
|in that industry but rather should be related to the general industrial 
rise in productivity, and that any excesses of productivity in any one 
‘industry over the general average should provide primarily the means 
| of reducing the prices of the products of that industry. Therefore even 
|if the union had succeeded in showing that the 1939-49 rise in labor 
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productivity was 49.5 per cent, it still would not establish an inequity by 
showing that the real average hourly earnings of steelworkers (presen 
average hourly money earnings deflated by the general rise in the cos 
of living since 1939) had risen only 14 per cent since 1939. 

The evidence before us reveals that for our whole national economy 
output per man-hour increased from 1899 to 1939 at an annual rate o: 
about 2 per cent, but that, in the decade which followed, the general rise 
in productivity was at a lesser rate. Therefore, the steelworkers’ rise o' 
14 per cent in real average hourly earnings during this decade is fairly 
consonant with the apparent rise in labor productivity in the whok 
economy during the same period and reflects no inequity in that regard 

(c) The union compared the productivity of 1939, a year of low vol. 
ume, with 1948, a year of practically maximum volume, which is an 
unsound comparison. 

(d) In computing an index of productivity for the steel industry, the 
union used the assumption that the production mix of the industry after 
1945 was substantially the same as during the war years. This assumption 
is open to serious question. 

(e) Trustworthy productivity studies can be made only if the com- 
panies provide full and accurate data upon which such studies can b 
made. Such data were not offered in evidence. 

(f) The companies also made invalid comparisons in their own pro- 
ductivity claims by insisting that an index of money rather than real 
average hourly earnings was the proper comparison with the produc- 
tivity index. 

(2) The level of profits of the steel industry, and labor’s share therein: 

(a) The Board has decided to accept as a basis for comparison the 
“reported” rather than the “adjusted” profit figures. Each party claimed 
these figures should be adjusted—upward by the union, downward by 
the companies—but the Board finds that it is impossible accurately to 
compute the amount of adjustments which each side has urged should 
be made. 

(5) The reported profits after taxes of the steel industry in 1948 were 
substantial, and in the first half of 1949 they rose even higher. In 1948 
profits after taxes were 511.9 million dollars as compared with an aver- 
age of 271.3 million dollars in the period 1940-41, a rise of 89 per cent; 
and in the first half of 1949, the annual rate of profit was 606.6 million 
dollars, or 124 per cent above the 1940-41 average. 

(c) The rates of profit—the dollar amounts of these profits figured as 
percentages of net worth—must be substantially discounted, however, 
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for we are now considering 1948 and 1949 dollars which are considerably 
less valuable than those of 1939 or 1940 or 1941, whereas a large part of 
the capital assets in the net worth is in terms of dollars of higher value. 

(d) The profits of the industry stated as a percentage of sales are also 
substantial for the year 1948 and the first quarter of 1949 (6.3 per cent 
and 6.8 per cent, respectively); but are not out of line with comparable 
prewar years like 1940 and 1941 when the percentages were 8.2 and 6.1. 
- (e) In evaluating the amount of profits in any given year like 1948 
or 1949, to determine whether the workers have received a fair share 
thereof, it is necessary also to consider the low level of profits or lack of 
orofits in other years of the business cycle. The prosperity of a volatile 
ndustry like steel and its ability to pay should be judged over a longer 
ange. 

(3) Break-even point: In considering the break-even point, which is 
he next factor in appraising the companies’ ability to pay, the Board 
inds: that it is unable to accept the union’s estimate of the break-even 
s0int for the industry of 32 per cent under present wage and cost levels. 
At the same time the Board doubts that the estimates made by some of 
he companies running as high as 65 or 70 per cent reflect the actual 
yreak-even points for the larger tonnage producers. The Board’s con- 
Jusion is that the present break-even point, for most of the large ton- 
1age producers, is somewhere above the union’s figure of 32 per cent 
ind below the companies’ estimates of 55 to 70 per cent. These con- 
lusions are reached for the following reasons: 

(a) Reliable supporting data are lacking for all the estimates made, 
ind the union made certain assumptions which are unacceptable. 

(2) Most of the companies failed to inform the Board of their break- 
ven points; none of them provided the data needed to make a reliable 
‘stimate; and the Board believes each of the major companies could have 
ndicated its own break-even point and the basis thereof. 

(c) The union’s testimony that the break-even point before the war 
vas at 45 per cent of capacity was not controverted. 

(d) The favorable course of profits in 1949 as compared with 1948 
ndicates that the break-even point has become lower since 1948, because 
n the second quarter of 1949 when operations were at the average rate 
f 91 per cent, profits before taxes were about $230,000,000 as compared 
vith the same quarter in 1948 when operations were at 90 per cent and 
he profit figure $170,000,000, a rise of $60,000,000, or about 35 per cent, 
it approximately the same rate of operations. A comparison of the first 
ialf in 1948 with the second quarter of 1949 leads to similar conclusions. 
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(4) With respect to the factor of probable movement of raw materials 
prices and other costs, the Board has taken into consideration the large — 
decline since 1948 in the prices of certain materials, notably scrap; but 
it has also noted the recent recovery in some of these prices. It has also 
noted rises since 1948 in the prices of certain other important materials, 
such as iron ore and coal. Experience shows that scrap prices quickly 
respond to increased demand, and that if rates of operation rise substan- 
tially, the price of scrap moves upward rapidly. 

(5) When years of similar operation rates are compared, there is no 
substantiation of the union’s claim that labor has been receiving a con- 
tinually smaller share, or that ownership equity has been receiving an 
increasingly larger share of the industry’s sales dollar. If the share of 
ownership be defined in terms of dividends, its rate of return becomes 
very low, for the total dollar amounts of dividends, when paid, have 
consistently been only minor fractions of profits after taxes. 

(6) The industry’s recent policy of modernizing and expanding physi- 
cal plant and facilities has absorbed most of its recent substantial profits. 
Given the country’s peacetime and possible wartime needs for larger 
steel-making capacity, the program seems entirely desirable. But there 
is a question as to whether a larger part of the financing of such long- 
term assets should not have been through long-term debt instead of re- 
cent profits, thus leaving more of the current profits for dividends to . 
stockholders and for social insurance and for setting up reserves for — 
pensions. 

(7) The plant modernization and expansion program should result in 
efficiencies which, other things being equal, will better enable the com- 
panies to meet the cost of the insurance and pension plans recommiended, ~ 
and also to look toward a lower level of prices for their products. | 

(8) There are no inequities of steelworkers at present which require 
redress through a general wage-rate increase; and the recommendation 
is that the union withdraw its request for a general wage-rate increase. 

(9) However, with increased efficiency and lowered costs resulting 
from the plant-modernization program, and with no great decrease in 
the demand for steel, there should be continued and higher profits. If 
these profits do not result in benefit to the consumer in the form of lower 
prices, there would be justification for the union to renew its demand 
for increase of wage rates in order better to participate in the industry’s 
prosperity. 

c. Steelworkers in relation to other income-receiving groups—The 
cost of living has remained stable within the last year; in fact it has 
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slowly declined, The post-war race between rising wage rates and rising 
costs of living has been called off by the operation of economic forces. 
Therefore there is no inequity in respect to other income-receiving 
groups in the general economy. 


d. Findings and conclusions on increased wage rates in relation to 
economy as a whole——wWith respect to the second major criterion men- 
tioned above—weighing the effect of granting the union’s demands on 
the general levels of economic activity in the country as a whole—the 
Board finds: 

(1) While the Board’s findings and recommendations are based on 
the facts and figures of the steel industry alone, there is a probability 
that a wage-rate increase in steel would be urged as a pattern to be fol- 
lowed in other industries; this in turn might well cause price dislo- 
cations, with adverse effects on the general economy and on the steel 
industry itself. 

_ (2) The course of the “recession” which started late in 1948 and mani- 
fested itself in increased unemployment and in a decline in gross national 
product seems to haye flattened out or turned upward. In three of the 
four main components of the gross national product, slight increases - 
were experienced in the second quarter of 1949. Since the low point of 
July 1949 there have been upward movements in production and em- 
ployment, with declines in unemployment; this has been established by 
official Government publications. As late as the day before yesterday, 
September 8, 1949, these improvements were again reported by the 
Bureau of the Census and the Federal Reserve Board. Steel operations, 
which were at slightly over 70 per cent of capacity in July 1949, have 
moved up steadily to a point more than 86 per cent of capacity as of 
last week. 

(3) While there may be conditions in particular industries which re- 
quire correction through wage rate adjustments, in general it seems de- 
sirable at this time to stabilize the level of wage rates. In the steel indus- 
try we have not found such conditions or inequities and, for all the 
reasons stated, do not believe there should be a wage rate adjustment 
how. General stability is desirable now in order that consumers and 
dealers may have confidence in the price structure and resume less re- 
stricted buying habits. 


;- Economic justification for social insurance and pensions 

(a) The estimated net cost of these two programs, based upon the 
liberal assumption that labor costs average 50 per cent of total produc- 
} . 
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tion cost, would provide an increase of only 23 per cent of total costs 
on operations of 2,000 workhours per.worker per year. 

(6) The substantial profits of the steel industry in the past two years: 
and the current reversal of the downward trend in production satisfy 
the Board that the net cost of the insurance and pension plans herein: 
recommended can be absorbed without unduly narrowing the profit 
margins of the industry or its ability to hold or even lower its prices. 

(c) Whereas increases in wage rates depend upon profits of com-' 
panies under relatively current conditions and over relatively short 
periods of time, social insurance and pensions—especially pensions— 
involve long-range considerations because, once installed, they cannot 
well be discontinued. 

(d) For that reason, although immediate and generally foreseeable 
ability to pay is very important in wage-rate determinations, it is not 
as important in the questions of social insurance and pensions. Here the: 
more important consideration is the social obligation which the Board 
finds rests upon industry to provide insurance against the economic 
hazards of modern industrial life, including retirement allowances, in 
an adequate amount as supplementary to the amount of the security| 
furnished by Government. 

(e) The inauguration and operation of insurance and pension pro-| 
grams will make a considerable contribution to the attainment of the 
economic stability so necessary at this time. With the knowledge that} 
the economic hazards of life will be at least partially met, workers will 
be more apt to help sustain consumption spending at a high stable level.} 

(f) For these reasons and those elsewhere herein indicated, the Board 
believes that insurance and pension programs should have priority at. 
this time. 4 


C. SOCIAL INSURANCE AND PENSIONS 

1. Findings and conclusions as to both | 
(a) Social insurance and pensions should be considered a part of 
normal business costs to take care of temporary and permanent depre- 
ciation in the human “machine,” in much the same way as provision) 
is made for depreciation and insurance of plant and machinery. This) 
obligation should be among the first charges on revenues. 
(4) As indicated in the foregoing economic discussion, the net cost 
of the social insurance and pension plans herein recommended can be 
absorbed by the companies without unduly narrowing the profit margin) 
of the industry or its ability to hold or even lower its prices. 
(c) Although the steel industry has kept pace with other industries: 
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in wages and other industrial relations matters, it has lagged behind 
other leading basic industries in social insurance and pensions. 

_(d) The fully integrated companies before us now have social in- 
surance and retirement plans for such of their employees as are in their 
railroad or coal-mining operations, and this further supports the Board’s 
conclusion that the steelworkers are now entitled to these types of pro- 
tection. 

(e) Social insurance and pension programs with the types of coverage 
requested by the union in this dispute have become prevalent in Ameri- 
can industry and have been inaugurated either by the unilateral action 
of employers or, to an increasing extent, through collective bargaining. 

(f) The concept of providing social insurance and pensions for work- 
ers in industry has become an accepted part of modern American think- 
ing. Unless government provides such insurance in adequate amount, 
industry should step in to fill the gap. 

_ (g) Government (except in four States) has failed to provide social 
insurance (as defined herein) for industrial workers generally, and has 
supplied old-age retirement benefits in amounts which are not adequate 
to provide an American minimum standard of living. 

(A) The recent trend in programs resulting from collective bargain- 

_ing is toward complete financing of the plan by the employer, or toward 
‘lowering the employees’ cost in existing contributory plans. 


2. Findings and conclusions on social insurance 
| (@) Social insurance plans are now included in some 380 existing 
| collective-bargaining agreements between the United Steelworkers of 
' America and firms both within and without the basic steel industry. 
| Of these the Board had information on some 300 plans, of which over 
80 per cent were noncontributory. These plans, in which the cost is paid 
solely by the employer, almost invariably provide for a lower level of 
benefits than those requested by the union in the present case; and the 
costs of such plans are definitely lower, on the basis of a 2,000-hour work- 
year, than the cost of 6.27 cents per hour which the union is requesting 
mere. 
_ (8) It is recommended as fair and equitable under all the circum- 
stances, that a social insurance plan be incorporated into the collective- 
bargaining agreements of the industry. The details and specific benefits 
_of the plans should be determined through collective bargaining between 
each company and the union. The plans should be paid for by the em- 
‘ployers without contribution by the employees; but should be limited 
F . 
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in net cost to a maximum of about $80 per year per employee, or 4 cents | 
per hour, on a basis of a 2,000-hour workyear. 

(c) The recommended net cost is meant to be the total cost, not a cost | 
in addition to what any company is now incurring under its existing. 
insurance plan for employees within the bargaining unit; therefore any 
plan which may be agreed upon between a company and the union 
shall not be in addition to any existing plan which the company may | 
have but in substitution therefor; nor should any company be expected _ 
to provide duplicating sickness benefits where provision therefor is made 
by State law, except to the extent that the amount agreed on exceeds the - 
amount payable under such laws. This will result in a diminution of 
the cost of the new social insurance plan for all companies which are 
now paying all or any part of the cost of existing plans, to the extent of 
the amounts of such present costs. 

3. Findings and conclusions on pensions 

(a) The subject of pensions is not bargainable at this time under the | 
terms of the reopening clause providing for the right in either party in — 
1949 to negotiate for a general and uniform change in rates of pay and/or » 
for described social insurance. 

(2) However, the subject of pensions is bargainable under the law © 
as interpreted by the National Labor Relations Board as to all the com-— 
panies. Pensions are not included in the written agreement and “with | 
respect to unwritten terms dealing with ‘wages, hours and other terms — 
and conditions of employment,’ the obligation remains on both parties : 
to bargain continuously.” 

(c) Such pension plans as are now in effect in the basic steel indus- | 
try were the result of unilateral action by employers and are generally — 
inadequate even as a minimum supplement to the amounts payable as 
old-age pensions under the Social Security Act, when compared with 
recognized minimum requirements of elderly individuals or couples. 

(d) The level of pensions requested by the union in this case, how- 
ever, is higher than that prevailing or agreed on where such plans are 
in effect. ; 

(e) It is recommended as fair and equitable under all the circum- 
stances that pension plans be established in this industry, with the cost 
to be borne by the employers without contribution from the employees. 
The details of such plans should be determined through collective bar- 
gaining between each company and the union. 

(1) Pensions should be limited in net cost to a maximum of about — 
$120 per employee per year, or 6 cents per hour on a basis of a 2,000- 
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hour work-year. Based on the union’s cost estimates, this will provide, 
when added to average Social Security old-age benefits, about $100 per 
month on retirement at age 65 of the average employee. 

| (2) The recommended net cost is meant to be the total cost, not a 
cost in addition to what any company is now incurring under its own 
pension plan for employees within the bargaining unit. Therefore any 
plan agreed upon between a company and the union should not be in 
addition to any existing plan which the company may already have, but 
in substitution therefor. 

_ (3) Since the problems involved in a pension program are more com- 
plicated than those faced in social insurance programs, and because the 
costs are greater and the program less susceptible to change from year 
to year, it is recommended that a joint study in the industry should be 
made on pensions. Such a study is necessary before intelligent bargaining 
over a pension program can be concluded. 

(4) Among the matters which will have to be resolved in collective 
bargaining are these: Should the plan be handled through an insurance 
company or through a trust fund and how may the parties participate 
in the supervision; how shall the accrued liability for past service be 
treated; shall there be provision for employees retired through perma- 
nent disability below the age of 65; what shall be the minimum length 
of service to be eligible for pension; shall the payments be proportioned 
to length of service or amount of income, or shall the pensions be at a 
flat amount; shall withdrawing employees. have any rights if they leave 
the company’s employ before they are 65; shall retirement at 65 be com- 
pulsory or shall there be some means-provided for making exceptions, 
whether by mutual agreement of the employer and employee, or other- 
wise; and, having agreed on other principles and details, how large 
should the benefits be in light of the maximum cost stipulated? 

D. SCOPE OF BOARD FINDINGS AND RECOMMENDATIONS 

1. The findings and recommendations herein contained are based 
largely on evidence relating to 19 leading steel-producing companies 
as a group, and do not necessarily reflect the circumstances of any indi- 
vidual company. Unlike the recommendations on wage rates and on 
bargainability, the recommendations on social insurance and pensions 
are not intended to apply automatically to individual companies. 

2. With respect to those companies which are among the group of 
19 leading steel-producing companies, however, there is a presumption 
that the above-mentioned recommendations of this Board should apply. 
In spite of this presumption, there should be a return to collective bar- 
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gaining in order to provide an opportunity to each company to prove 
that the considerations, conclusions, and recommendations herein dis-' 
cussed are in fact not applicable to it. 

3. With respect to companies which are not included in the group of 
19 leading steel-producing companies, there should be bargaining be- | 
tween the union and each company to ascertain what deviations, if any, | 
should be made from the general recommendations. 

E. COLLECTIVE BARGAINING 

1. In collective bargaining in the basic steel industry, the practice has © 
developed by which almost the entire industry generally follows the 
pattern set by United States Steel Corporation and perhaps a few of the 
other large companies in their contracts with the union. 

2. As a result there is frequently little or no serious bargaining or dis- - 
cussion between most of the individual employers and the union. 

3. This practice is clearly a variation from the accepted concept of 
collective bargaining as defined in the statutes and interpretations; it — 
tends to promote a feeling of dissatisfation and disharmony between the 
parties which makes cooperation difficult. 

4. Now that the organizational phase of union activities has been 
passed, the field ought to be reexamined to see whether the public — 
interest requires any modification in the definition and theories of col- 
lective bargaining in accordance with the new situation faced not only — 
in the steel industry but in other industries where varying kinds of in- 
dustry-wide rather than individual collective bargaining have grown up. — 


SELECTED EXCERPTS FROM PARTS IlII-V 

Ill. Collective Bargaining between the Parties; the Problems 

of the Individual Companies © 

A. Companies’ position —Industry representatives complained of the — 
union’s alleged unwillingness to engage in genuine collective bargain- | 
ing. Numerous spokesmen testified that there were either no individual | 
negotiations with many of the companies or at most only the slightest — 
kind of token negotiations. They were not even told specifically what 
the union’s demands were until these hearings were actually under way. — 
Some companies had made offers of insurance programs and had ex- | 
pressed a desire to negotiate further on the subject but were not afforded — 
the opportunity to do so. Some had engaged in partial discussions and 
bargaining with local representatives of the union until those discussions _ 
were cut off without warning or explanation to them. Some had not _ 
even started to negotiate, although they were ready and willing to do so 
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and had so informed the union. However, before they could start, they 
were advised in telegrams from Cyrus S. Ching, Director of the Federal 
Mediation and Conciliation Service, that— 

“I am informed that negotiations between your company and the 
United Steelworkers of America, CIO, relating to certain issues cur- 
rently in dispute, have been terminated.” 

In some instances, confined to the larger companies, discussions had 
progressed to the point where management’s position that there should 
be no general wage increase and that the subject of pensions was not 
bargainable had been made clear. However, in at least one case, pensions 
were being discussed. While the companies almost unanimously con- 
tended pensions could not be bargained on by the union at this re- 
opening under the provisions of the contract, several offered to have the 
reopening provisions interpreted through the arbitration procedure pro- 
vided for in their collective bargaining contract. 

Many spokesmen complained of the practice which had grown up in 
the industry with respect to bargaining. They said that, except for some 
of the largest companies, no agreement could be reached with the union 
until the United States Steel Corporation contract had been agreed upon. 
Then, instead of getting together with the union for bargaining, the 
other companies would be forced to take the same contract that United 
States Steel had signed, with little or no substantial changes. Indeed, 
one company, Firth Sterling Steel & Carbide, testified that any contract 
it negotiated with the union in advance of United States Steel would 
have to have a clause to the effect that, if the union got better terms with 
United States Steel, the company’s contract would have to be brought 
up to the terms of United States Steel’s contract. 

Because of the failure of the union to engage in collective bargaining, 
industry spokesmen expressed grave misgivings over the course which 
had been followed by the union which led to the creation of this Board. 
Some of these spokesmen saw in this a complete contravention of the col- 
lective bargaining process and a move in some grand plan of the union 
leading toward state socialism. The Board was urged to do nothing but 
recommend that the parties be instructed to go back and bargain col- 
lectively. If this course led to strikes, the president of one of the major 
companies thought that that would be preferable to enforced solutions— 
that “there are worse things than a strike.” 

Moreover, a number of companies eae that they have special prob- 
lems which call for treatment different from that accorded the larger 
tonnage-producing companies. They argued that they should not be 
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denied the opportunity to discuss their own problems with the union. 

Such companies are generally either non-integrated or semi-integrate : 
operators. In some instances their smallness makes their operations less} 
profitable. 

Some are specialty producers with limited kinds of products, and they} 
are subject to different market conditions from those in the basic steel] 
market. Such companies buy semifinished steel from the larger com- 
panies and process it further, selling their products in relatively small 
quantities. They point out that for dacs pound they convert or fabricate’ 
they use considerably more man-hours than are needed in the rest of | 
the industry. Therefore, an increase in labor costs would have a heavier} 
direct impact on them and might also have a further impact by reason} 
of a possible rise in the price of the semifinished steel they must buy. } 
Problems of this character in a declining market must be given weight, } 
they insist, and the only feasible way to do so is by serious discussion | 
with the union at the plant level. 

B. Union’s position. —The union, on the other hand, complained that | 
the companies’ own actions had made collective bargaining meaning- } 
less in the present controversy. Although the companies protest that so- 
called industry patterns in labor relations are undesirable, they all ad 


almost uniformly that pensions could not be discussed and that thera 
could be no wage-rate increase whatsoever. This firm attitude quickly 
demonstrated the futility of proceeding further with direct negotiations” 
with the employers. 

The union contended also that collective bargaining with any but the | 
few largest companies before settlement is reached with the top com-) 
panies has long been recognized as worthless. The union blamed the 
companies for this practice, saying that the companies, not the union 
representatives, were the ones who insisted on waiting until the major 
contracts were concluded and then applying the principal features to” 
themselves. Irrespective of bargaining, the union inferred, wage rates 
and general working conditions in the larger steel-producing areas: 
cannot vary from plant to plant because they all are in the same labor | 
market. The employers themselves recognize this and therefore prefer 
to await the outcome of negotiations between the union and the largest 
companies. All wage-rate increases since the war have been in identical © 
cents per hour, and before the advent of the union the same pattern was | 
followed. 

With respect to the smaller companies who are now requesting special 
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attention, the union contended that those companies have followed the 
traditional practice described and that in any event they have shared 
substantially i in the general prosperity of the steel industry. . 

C. Board discussion — ... Taking up the problem first deeded it is 

clear that the course of collective bargaining in some industries has been 
changed, The failure to recognize this is leading to frictions and mis- 
understandings which often make the problems more difficult. The par- 
ties become confused, and feel justifiably aggrieved. This, in turn, tends 
to create an atmosphere in which solutions become more elusive and 
cooperation less likely. 
For many years labor sought the right—as distinguished from the 
privilege—to bargain collectively. To gain this right it has had to en- 
gage in bitter strikes and to devote'great energies and funds to educa- 
tional processes. Piecemeal, its objective has finally become a reality, and 
for some 15 years has been guaranteed by law. In this dispute, however, 
it was the representatives of management, rather than of labor, who 
urged before the Board the importance of real collective bargaining and 
who asked that it be resumed. 

During the war collective bargaining was deliberately suspended. 

abor gave its pledge not to strike and thereby lost its chief economic 
power to bargain effectively. In return President Roosevelt created the 
War Labor Board. Because of its tripartite membership, the War Labor 
Board served under the circumstances as a satisfactory substitute for 
collective bargaining. The exigencies of the war and the force of public 
opinion compelled the acceptance of its decisions in all but very few 
cases. All informed people, however, decried the suspension of collec- 
tive bargaining at the time, and expressed the hope that it would be 
reestablished in full vigor as soon as the wartime emergency was ended. 
_ However, the hopes have not been fully realized. Perhaps the habit of 
turning to Government instead of arguing it out in collective bargaining 
has become too entrenched. Parties now seem to nk up too early in the 
search for solution of differences around the table. . 

Since the Wagner Act was enacted, however, unions have become 
firmly entrenched, and the areas of their activity have changed. No 
longer do they deal simply with a single employer for such things as 
recognition, union security, and basic wage and working conditions. 
They now concern themselves with all sorts of conditions in which their 
members have an interest or stake, like insurance and retirement plans. 
They have also come to deal with groups of employers at the same time, 
and, as in coal and railroads, with whole industries. 
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In the steel industry an unusual type of bargaining has evolved. An 
agreement is first reached by the union with the United States Steel ff 
Corporation or with that corporation and a selected few of the other jf, 
industry leaders, and is then accepted by all other managements. . . . 

It must be evident that the original conception of collective bargaining jj, 
on a plant-by-plant basis has hardly been observed in the steel industry. 

Now that a period of relative economic stability is being approached |. 
we believe that normal collective bargaining will have a better chance | 
to function than during the early postwar years. These years were char- 
acterized by a rapidly rising cost of living which, as after the First World jj. 
War, led to labor unrest and acted as an impediment to this process. | 
Individual companies in the steel industry are now pointing out that | 
they have been deprived of the opportunity of explaining their own pre- jf) 
dicaments in collective bargaining and having their own special prob- 
lems considered on their merits, regardless of what may be done by | 
other companies which have different circumstances. This is a manifes- |) 
tation of the desire for a return to normal collective bargaining. In view — 
of the provisions of the Labor-Management Relations Act on collective jf, 
bargaining and the common understanding of the subject, the feeling | 
of these complaining companies is quite justified. 

If a different concept of collective bargaining from that heretofore | 
held is needed, then a study leading to a reappraisal and a redefinition — 
of the terms should be made by the appropriate body, which we think | 
is the Congress itself. We should certainly not undertake to do this, but | 
must limit ourselves to the functions as directed by the President... . | 


IV. The Issue of a General Wage-Rate Increase 


4. General conclusions—Inasmuch as the Board has found that the ff 
economic position of the steelworkers, in relation to the positions of other 
groups in the industry and in the economy as a whole, has not changed |f 
inequitably and to the detriment of the steelworkers, either over a period © 
of years or since the most recent wage-rate adjustment was made, and _ 
because the Board has found that under present conditions a general — 
wage-rate increase in the economy as a whole (the possible effect of an |} 
increase in the steel industry) is just as likely to affect output and employ- |} 
ment unfavorably as it is to affect them favorably, the Board recommends 
that the union withdraw its demand for a general increase in rates of pay. |} 

But the Board would like to make it entirely clear that the words 
“under present conditions” as used several times above have real and | 
particular content. These words refer not only to the present character ij 

Bi 
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“tof general business conditions in respect to the desirability of a general 
“| Wage-rate increase. They involve also the status of the steel companies’ 
profits and the relationship between costs and steel-product prices. The 
‘| Board has found that the use of a substantial portion of recent profits 
for plant modernization and expansion was of benefit to the economy 
and the Nation. The only question in our minds is whether a larger 
fraction of the expansion should not have been financed by long-term 
borrowing, thus enabling the payment of higher dividends to stock- 
holders and the creation of reserves for the payment of retirement bene- 
fits to the industry’s workers. The steelworkers were found to have 
suffered no inequity from these uses. But it is to be expected that the 
modernization and expansion of steel-making capacity will substantially 
lower costs and thereby increase profits considerably, given no decrease 
in the demand for steel. If and when this development occurs, the con- 
sumers of the country will receive measurable benefit, the Board be- 
lieves, in the form of lower prices for steel products. And if this does 
not happen, and if business conditions continue to be generally favor- 
able, there would appear to be justification for the union to renew its 
demand for larger participation in the industry’s income. 

The words “present conditions” above, however, do not have the same 
force when applied to the subjects of social insurance and pensions. 

As to these there are two main items to be considered. The first is the 
employers’ ability to pay; the second involves certain definite social obli- 
gations which are owed to workers in all industries. By a collective bar- 
gaining which recognizes both of these considerations, we think that 
fair and equitable conclusions can be reached. 

_ As to the first consideration, we believe that the steelworkers are in an 
couitable position now vis-a-vis workers in other industries who have 
Systems of social insurance and pensions. They are also in an inequitable 
position vis-a-vis managerial employees i in many of the steel companies 
which have provided substantial pensions for their officers and top execu- 
} tives. And we believe that the steel companies do now have the ability 
| to provide a system of social insurance and pensions. Although their 
ey reported profits of recent years have to be materially dis- 


¥ _ What do those costs come to? On the basis of a 2,000-hour aN 
year, which is a high employment year, the gross cost of the program, 
hereinafter explained in Part V of this report, would come to an 
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additional 4 cents per hour per worker for social insurance and an addi- 
tional 6 cents per hour per worker for pensions—a total of 10 cents per 
hour for the program. However, some of the companies now have some 
kind of social insurance plans, and a few have some kind of retirement! 
plans. The present cost to the companies of these existing plans should 
be deducted from the 10 cents. Our very rough estimate is that the net) 
result would be about 8 cents per hour. Since the steelworkers’ present} 
average earnings come conservatively to $1.60 per hour, this cost of 
8 cents will cause about a 5-per cent increase in direct labor cost. 

On the liberal assumption that labor costs average 50 per cent of total 
cost (they more likely come closer to 40 per cent) this increase in total, 
cost would be only about 23 per cent at an operation rate of 2,000 work 
hours per year. 

The steel companies, under present conditions and under presently} 
foreseeable conditions (which include cost reductions because of plant 
improvements), appear able to afford this and still put into effect the! 
price reductions mentioned above. 

But social insurance and pensions cannot vary, like wage rates, from) 
year to year. They involve long-range considerations which are not to be, 
strictly limited, as are wage rates, by “present conditions” or even im- 
mediately foreseeable conditions. Once installed, they become more or 
less permanent, particularly pensions. That is why the second consider- 
ation mentioned above—the social obligation—is so important. 

In our consideration of this program we have therefore placed much 
greater emphasis on the social considerations than on ability to pay. As 
hereinafter amplified, we think that all industry, in the absence of alg 
quate Government programs, owes an obligation to workers to provide’ 
for maintenance of the human body in the form of medical and similad 
benefits and full depreciation in the form of old-age retirement—in the 
same way as it does now for plant and machinery. This obligation is one} 
which should be fulfilled by enlightened business management not when, 
everything else has been taken care of but as one of the fixed costs of 
doing business—one of the first charges on revenues before profits. It 
should be viewed as somewhat comparable to the necessity of making 
maintenance and depreciation allowances on nonhuman machinery. In. 
this way practical effect will be given to the modern social consciousness | 


| 


on the subject of security for workers in industry. . | 


74} 


V. Social Insurance and Pandiost 
H. Conclusions with respect to social insurance—As appears from. 
our study and conclusions in Section III of this report, we find that the 
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'steel companies, without violence to their price and profit structure, can 
‘expend a reasonable sum for the purpose of social insurance. It is an addi- 
tional cost of operation which the companies can and should assume. 

‘We have tried to form a sound judgment as to how much they can 
spend on social insurance programs, bearing in mind that we also 
recommend the immediate study and early institution of a pension 
‘program as well. At best no one can state with arithmetic certainty 
exactly what they can afford now and in the immediate future. So much 
depends on future circumstances and conditions. 

One of the reasons we have recommended against a wage rate increase 
and in favor of social insurance and pensions is that the latter are more 
consonant with present social requirements and more in keeping with 
the general economic welfare. 

With respect to social insurance,'the demands made by the union, if 
granted in full, would provide a plan of insurance which is materially 
/more generous than the 381 plans... which this union has agreed to 
‘with companies both in and outside the basic steel industry. We do not 
think that the steel companies should be asked to provide at this time a 
plan which is substantially superior to these other plans now enjoyed by 
‘members of this union as a result of collective bargaining agreements. 

We have come to the conclusion that an expenditure of $80 per year 
per employee, or 4 cents per hour on the basis of a 2,000-hour year, would 
provide a plan substantially comparable to the other plans to which the 
union now is a party by agreement. 

The main impasse reached in whatever collective bargaining there 
was related to whether the social insurance plan to be adopted should 
‘be contributory or whether the employer should pay all. This is a ~ 
subject which has occupied a great deal of the Board’s attention. It is a 
‘matter upon which both sides have very decided views and present very 
‘cogent arguments. Perhaps uniformity here will be impossible. In the 
‘few existing plans in companies in basic steel there is no’ uniform pattern 
in this respect either. In the bargaining contracts which this union has 
‘made with other companies not in basic steel there is also no uniformity. 
Decision will have to come by collective bargaining which will take into 
account differences among the various companies... 

_ 2. Proposals as to pensions —...A few guideposts are recommended. 
‘While the level of benefits may be changed by agreement of the parties 
from time to time, the basic features must be fixed at the outset. For the 


reasons already mentioned, the plan should be noncontributory. We be- 
ke 
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lieve that the retirement benefits recommended herein should be added 
to amounts available under title I of the Social Security Law. | 

The questions as to whether the payments should be a uniform, flat 
one or should vary with the years of service and the rate of earnings, and 
whether there should be a minimum number of years to qualify for a 
pension, and what that minimum should be—all these questions should, 
we recommend, be left to collective bargaining after a full study has boa 
made of all these factors. 

The level of benefits urged by the union is high, higher in fact than any 
established plan on which we received any information. It is clear, even 
on the union’s lower estimate of costs, that the expense involved is more 
than should be imposed on this industry at this time, particularly since 
we are also recommending a social insurance program to be paid for by 
the employers. The union’s calculations show the cost to be 11.27 cents 
per hour. The companies made a variety of estimates, all much above 
the union’s. While most of the company estimates were presented to the 
Board without detailed supporting data, they succeeded in raising 
doubts. It is the Board’s recommendation that at the outset the cost be 
limited to $120 per year per employee or 6 cents per hour for a 2,000-hour 
year, and that the parties undertake to buy as much in pension benefits 
as this figure will cover. 

On the basis of the union’s estimate, if the parties finally agree, e. Bx 
on a flat sum for all workers, we estimate that 6 cents per hour on a 
2,000-hour year would bring about $70 per month, which when added 
to the average amount now payable under the Social Security Act will 
provide somewhat more than $100 per month on retirement, If the 
joint study develops that the cost is somewhat more or somewhat less, 
the amount of the pension can be adjusted accordingly. If any of he 
other features sought by the union are dropped or modified, this will 
also have its effect on the amount of the pensions. All this must be left 
to such agreements as will be reached after the study and the discussions 
which the parties will thereafter have. 

The maximum cost recommended will be less for companies which 
already have pensions. As with social insurance, it is not our purpose 
to have the pension benefits we recommend added to those now in 
effect, but to replace them with the new plan except in any case in which 
the benefits at present are more desirable. The cost of existing pension 
plans will therefore represent an offset against the cost we recommen 
for such companies as have plans, and the net or average cost will be 
somewhat less than the full amount indicated. 4 
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